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Brazil: Key Economic Indicators 


Macroeconomic Indicators: 1987 1988 
(prelim. est.) 


GDP (current billion $) / 325.0 351.6 
Per capita GDP (current $) / 2,224.0 2,434.0 
Real GDP growth (%) d 3.6 -0.3 
Consumer price index (%)--IPC 2 365.9 933.6 
Exports (million US$) 26,213.0 33,781.0 
Imports (million US$) 15,052.0 14,692.0 
Trade balance (million US$) 11,161.0 19,089.0 
External debt (billion US$) 113.6 114.9 
Exchange rate (average NCZ/US$) 0.387 0.2642 


*Principal Exports (1987) **Principal Imports (1987) 
(in millions US$ fob) (in millions US$ fob) 
Metallurgical products $ 3,000 Crude oil & derivatives $ 3,958 
Coffee 2,170 Capital goods 4,123 
Transport equip. & parts 3,100 Chemical products 1,830 
Iron and other ores 2,681 Coal 550 
Soybean products 2,400 Wheat 250 


Total (including others) $ 26,213 Total (including others) $15,052 


Industrial Indicators 1987 1988 
(percentage change) 


Mineral extraction : ; 0.4 
Manufacturing (overall) : ; j -3.4 
Capital goods . f ; -2.1 
Consumer durables Z ; : 0.7 
Overall : : -3.2 


I The dollar value measurement of GDP is affected by exchange rates. In 1988 Brazil experienced negative 
economic growth, but because cruzado/dollar devaluations were less than the inflation rate, as reflected 
in the GDP deflator, the dollar value of GDP rose. 

IPS -- consumer price index (Brazilian Government official inflation index). 


* - Total value of Brazilian exports to the United States in 1988 was $9,976.8 million. 
Total value of Brazilian imports from the United States in 1988 was $4,289.2 million. 





Introduction and Summary 


"Stagflation" marked 1988 and is likely to persist in 1989. Real growth was slightly negative in 1988, and 
inflation hit nearly 1,000 percent. A similar pattern is expected to characterize 1989 performance. 


The Brazilian Government launched a new anti-inflationary plan in January 1989 -- the "Summer Plan." The 
plan’s objective is to avert hyperinflation by imposing strict price and wage controls, reducing the federal 
deficit, and by establishing a new monetary unit called the "New Cruzado." The government also took steps 
to avert an inflationary, domestic consumption "splurge" and deter speculative inventory holding. At the 
time, Brazilian officials committed themselves to the politically difficult goal of cutting government spending. 
However, the fiscal deficit is expected to remain a problem for 1989. 


Adjustments to the Summer Plan began in April with a modest devaluation and authorization of price 
increases for some goods. The government has not disclosed how and when it will phase out the Summer 
Plan price guidelines, but some Brazilian observers are assuming controls will remain in effect at least until 
the November presidential election. 


Slow economic growth, along with investment restrictions and prohibitions, contributed to discouraging 
foreign and domestic investment. Modest levels of investment capital were made available through debt- 
equity conversions in 1988. 


U.S. exporters will continue to face difficulties in the Brazilian market. Despite promised tariff policy 
reform and some preliminary steps toward trade liberalization, major restrictions remain: the import 
licensing regime, company and sector-level import quotas, relatively high tariffs, the "Law of Similars" (which 
restricts imports competing with domestically produced goods), and extensive informatics import restrictions. 
Nevertheless, opportunities exist for aggressive U.S. exporters. 


Economic Policy 


Fighting inflation is the Brazilian Government’s number one economic priority. Inflation came to nearly 
1,000 percent in 1988, and growth was a negative 0.3 percent. Slow growth and strong inflationary pressures 
seem likely to persist in 1989 in view of slow investment, fiscal imbalances and policy uncertainties associated 
with a presidential election in November 1989. 


The Brazilian Government’s new overall economic stabilization program (the "Summer Plan") was launched 
on January 15, 1989, in response to official concern that the risk of hyperinflation was imminent. The new 
program imposed a wage and price freeze. It also imposed an exchange rate freeze and offered high interest 
rate returns to investors and savers to avert a domestic consumption boom or a flight into dollars or 
speculative inventory build-up. In addition, the plan promised politically controversial steps such as holding 
federal spending to the level of federal revenue by accelerating privatization, abolishing government agencies, 
and cutting government employees. 


During the first three months of the new plan, efforts at containing prices and wages were somewhat 
successful. Monthly inflation rates in February and March were 3.6 and 6.1 percent, respectively -- higher 
than levels sought by the government, but much lower than pre-plan levels. Goals to phase-out government 
agencies and reduce government employment have proven elusive. In response to continuing pressures to 
raise prices, in April the government announced the upward adjustment of some prices. A 3.7 percent 
devaluation of the cruzado was announced at the same time. However, policymakers announced that daily 


mini-devaluations will not be restored, but that the cruzado will be devalued at irregular intervals "when 
conditions require." 





Monetary Policy 


The Brazilian Government’s goal is to maintain a restrictive monetary policy -- consistent with overall 
inflation-fighting ends. Several factors are nevertheless combining to boost monetary expansion, including 
a fiscal deficit aggravated by high interest payment on domestic debt and a record trade surplus. High 
domestic interest rates initially worked to spur the rapid repatriation of export receipts, which have also 
added to monetary pressures. 


Balance of Payments 


In 1989 Brazil should enjoy a very favorable trade balance, perhaps, in the range of 1988’s record $19 billion 
surplus. The 1989 first quarter surplus stood at $4.3 billion -- with exports of $7.8 billion and imports of 
$3.5 billion. It appears likely that a combination of factors will help sustain this performance -- slack 
domestic demand and buoyant demand for Brazilian exports in OECD-nation markets. Increases in oil 
prices probably will boost the cost of imports. (Brazilian officials recently raised their estimate of 1989's 
trade surplus to $16 billion, which may prove conservative.) The current account (which includes services) 
may reach a surplus of between $2 and $2.5 billions this year. 


Foreign Debt 


Brazil ended its partial moratorium on foreign debt service in 1988 and now generally is current on its 
foreign debt obligations; foreign bank creditors have also provided new funding as part of this process. 
The country’s long- and medium-term foreign debt stands at approximately $105 billion. Total foreign debt 
is $115.6 billion. Foreign export credit agencies, including the U.S. Export-Import Bank, have moved to 
resume financing exports to Brazil. Brazil temporarily suspended its debt-equity swap debt reduction 
program in late 1988 to relieve monetary pressures, but Central Bank officials hope this program will be 
reinstated at some point in the foreseeable future. Brazilian officials also have expressed strong interest in 
participating in debt reduction programs being formulated in conjunction with international organizations 
in line with suggestions put forward by Treasury Secretary Brady. 


Budgetary Policy 


Controlling Brazil’s budget deficit is a priority objective aimed at containing inflation. Balancing Brazil’s 
public sector budget -- comprising the federal and local governments, as well as parastatal companies -- has 
proven a difficult task. [Low economic growth will depress revenue collection while high interest payments 
on government securities during the Summer Plan (to deter consumption and speculation) also exerts strong 
pressure on the Brazilian Government’s fiscal deficit.] Government policymakers have not produced 
estimates on the size of the public sector deficit for 1989 as discussions with the International Monetary 
Fund continue over macroeconomic targets for 1989. Most observers expect the combined operating deficit 


to surpass by a substantial margin the target set at 2 percent of GDP for 1989 which the government 
announced previously. 


Labor 


The Summer Plan includes a national price and wage freeze which has reduced, but not halted inflation. 
Organized labor continues to focus on preserving salary purchasing power against inflation’s inroads. 
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Unable to incorporate the cost of higher wages into product price increases, private employers have resisted 
union demands for salary increases, even when previously negotiated contracts included automatic adjustment 
accords. This impasse contributed to labor’s decision to launch a two-day "general strike" (March 14-15), 
which produced work stoppages of varying degrees of effectiveness in urban centers across Brazil. In the 


latter part of April, bank workers demanding salary readjustments initiated a strike effectively closing both 
public and private banks. 


Agriculture 


Production: The 1989 outlook for agricultural production is for moderate overall growth, compared with 
zero growth in 1988. Major gains in production are expected for soybeans, as high international prices led 
to increased planting, at the expense of other grain crops (i.e., corn). Production of tropical products is 
expected to show only a slight increase in 1989. Constraints on meat supplies will increase slightly, as a 
result of the Summer Plan price freeze. Uncertainties with the Summer Plan in terms of prices and 


consumer income, and delays in credit allocations to agriculture are the main concerns affecting the 
marketing of the 1989 crop. 


Trade: The outlook for agricultural trade in 1989 is bright. Current indications are for agricultural exports 
in 1989 to surpass the export record of $13 billion achieved last year, boosted mainly by large sales of high- 
priced soybeans and orange juice. Imports of agricultural products (i.e. meats, tallow and dairy products) 
are expected to increase to alleviate supply deficiencies attributed to the price freeze of the Summer Plan. 
The United States is the expected supplier for a small portion of these short-term import needs. However, 
overall agricultural imports from the United States will remain restricted primarily to livestock genetics, 
specialty crops (including seeds, fruits and vegetables) and possibly soybeans under drawback arrangements 
to take advantage of excess Brazilian crushing capacity. Other crop imports, such as corn, rice or wheat, 
are feasible only in the case of serious, unexpected domestic shortages. A national policy of self-sufficiency 


remains a general objective of Brazilian agricultural policy, despite the inordinate costs of such a policy for 
some crops. 


Industry 


Industrial production fell 3.2 percent in 1988. Following are percentage changes for various sectors. 


Mineral extraction 0.4% 
Manufacturing -3.4% 
Capital goods -2.1% 
Intermediate goods -2.1% 
Consumer Goods -3.5% 
Consumer durables 0.7% 
Nondurable goods -4.5% 


Industrial activity would have declined even more where it not for the strength of manufactured exports, 
which grew 29.3 percent. The downward trend first noted in October 1988 has accelerated in the first 
quarter of 1989. The Summer Plan froze wages and prices and raised real interest rates dramatically, causing 
a significant downturn in industrial activity. The Sao Paulo State Industrial Federation (FIESP) reported 
a 4.2 percent decline in industrial activity in January. The Brazilian Statistical Institute (IBGE) and National 
Industrial Confederation (CNI) both predict a 3.5 to 4 percent decline in industrial output for the first 
quarter. The outlook for the rest of the year depends on Brazilian Government policies on interest rates, 
salaries and the "defreezing" of prices. Most businessmen, however, do not expect much growth. 
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Motor Vehicles: Motor vehicle production exceeded one million units in 1988, the highest level since 1980. 
Despite significant real price increases, domestic sales grew 28.7 percent to 746,800 units. Auto industry 
executives say many people decided to invest in cars, which tend to hold their value, as a hedge against 
inflation. Exports (excluding tractors) fell 7.3 percent to 320,300 units, though export receipts rose 14.5 
percent to a record $3.2 billion. According to the Auto Manufacturers Association, producers had to raise 
dollar prices because costs increased faster than the rate of devaluation of the cruzado. 


The outlook for 1989 is uncertain. Production and domestic sales in January 1989 were above a year 
earlier. By February, however, the price freeze under the Summer Plan was affecting parts supplies, and 
the industry had some difficulty maintaining production. Exports fell 29.6 percent in January (also compared 
with January 1988) due in large part to the lack of export financing. Some industry executives also argue 
that the cruzado is now overvalued and warn that exports may be affected. 


Auto Parts: Auto parts sales rose nearly 10 percent in 1988 to $10.5 billion. Domestic sales grew 5 percent, 
benefitting from the growth of auto production, but the real boom came from exports, which grew by 20 
percent to $2 billion. Industry sources note that exports have been growing steadily for several years as 
the result of a major marketing and quality improvement effort by auto parts producers. To increase 
capacity and improve competitiveness, the sector invested $500 million in 1988. For 1989, sector leaders 
hope to increase exports by another 20 percent and to maintain steady growth in the internal market. 
Production fell 4 percent in the first two months of 1989, but exports jumped 33.3 percent. 


Iron and Steel: The Brazilian iron and steel sector is comprised of 36 companies, of which five are 
integrated coke steelworks, eight are integrated charcoal steelworks, two have direct reduction, and 21 are 
semi-integrated steelworks. Last year, Brazil produced 24.6 million tons of crude steel, a 10.7 percent 
increase over 1987. This was possible only because exports, which rose an estimated 42 percent in volume 
and 83 percent in value, offset a 10 percent decline in domestic consumption. Of the estimated $ 9.8 billion 
in steel products sold during 1988, $ 2.8 billion were exported. 


Asian and Pacific countries received about 50 percent of these exports, while shipments to the United States 
have been restricted by a voluntary restraint agreement. The United States and Canada absorbed an 
estimated 22 per cent of Brazilian steel exports. 


In 1987 the government announced a $22 billion plan to double steel production by the year 2000, but, a 
scarcity of funds has cast doubt upon this objective. The government is also proceeding very slowly in its 
plan to sell some of its companies to private investors. So far only private companies which had been taken 
over by the government development bank to avert bankruptcies have been returned to the private sector. 


Capital Goods: Brazil’s capital goods sector suffered another difficult year in 1988, the result of the 
continuing decline in investment. Sector associations estimate that while domestic sales declined 10 percent, 
exports of standard machinery and equipment jumped 40 percent and thus helped to balance the domestic 
decline. The made-to-order capital goods sector, however, was unable to increase its exports, which totalled 
$580 million. Industry leaders say the Government of Brazil, primarily state companies, owes the capital 
goods firms $350 million for equipment delivered and services provided in the past. Capital goods sector 
representatives are not optimistic about 1989. They expect investment -- and therefore domestic demand 
for capital goods -- to remain low. 


Textiles: The Sao Paulo Textile Association (SFTSP) estimates Brazilian textile output fell 9 percent in 
1988, due largely to weak domestic demand. Textile exports, however, increased approximately 30 percent 
to $1.3 billion. Inflation, high interest rates and continued uncertainty kept investment low. 


The textile industry needs to replace its increasingly obsolete manufacturing equipment in order to maintain 
competitiveness. Industry representatives are discussing with the government a program to invest $16 billion 
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by the next decade. Of this total, $9.6 billion would go toward equipment purchases. 


Footwear: The Sao Paulo Footwear Producers Association estimates Brazil’s 1988 footwear production at 
570 million pairs, up 28.9 percent from the previous year. Although sales volume declined 9 percent to 428 
million pairs, sales value grew nearly 11 percent to $5.2 billion because of raw material cost increases. 
Sector exports rose 10.7 percent in volume to 155 million pairs and 18.1 percent in value to $ 1.3 billion. 
The United States bought 82 percent of leather footwear exports. 


Pulp and Paper: Pulp and paper production rose 3.6 percent to 8.6 million metric tons in 1988. Domestic 
sales fell 11 percent due to the economy’s overall weakness, but exports grew 35.7 percent in volume and 
84 percent in value to $1.4 billion. The sector benefitted greatly from high international prices, which are 
expected to be maintained through 1989. Sector representatives expect a repeat performance in 1989. They 
are very concerned, however, that a new state government value-added tax on exports of semifinished goods 
could reduce pulp exports dramatically. 


The sector, considered highly competitive, is in its third year of an eight-year $7 billion investment program 
to double capacity and maintain competitiveness. Industry leaders worry, however, that the Brazilian 
Government, which has promised to fund half the investment, will not come through. 


Chemicals 


The Brazilian chemical industry had an excellent year in 1988, due largely to high world prices for 
petrochemical commodities. Total chemical production is estimated to have grown from 11.4 to 11.8 million 
tons. Export volume rose from 600,000 tons to 900,000 tons. The value of exports rose even more 
dramatically, from $750 million in 1987 to $2 billion in 1988. For 1989, industry sources expect domestic 
demand to remain weak and exports to remain strong. The sector is continuing to invest -- most notably 
in the new Rio de Janeiro petrochemical center, but some executives note that investment plans are being 
scaled down due to uncertainty about future economic and political trends. 


Minerals 


Brazilian minerals production during 1988 increased 10 percent in volume and over 1 percent in value. 
The National Department of Minerals Production estimated that the value of Brazilian minerals production 
reached $8.9 billion last year. 


Iron Ore: In terms of quantity produced, 1988 was an exceptionally good year for iron ore, which comprises 
86 percent by volume of the country’s mineral exports. Responding to high world steel production, iron 
ore production rose from 134 million metric tons (MMT) in 1987 to 140 MMT last year. Brazil exported 
103.6 MMT valued at $1.77 billion last year compared with 95.7 MMT worth $1.64 billion in 1987. Despite 
its reserves of about 49 billion metric tons, however, without additional capital investments the industry 
may be operating near capacity. 


Tin: Tin production also grew sharply from 29,000 MT in 1987 to 41,000 MT last year. Although not a 
member of the Association of Tin Producing Countries (ATPC), Brazil cooperates with it to restrict exports 
and maintain prices. As a consequence, its tin exports were held to 31,000 MT last year and it has agreed 
to limit 1989 exports to 31,500 MT. 


Gold: Production of gold by mining companies increased from 13 MT in 1987 to about 23 MT last year. 
Although difficult to estimate, the output of individual prospectors also increased and probably exceeds that 
of mining companies. 
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Foreign Mining Interests: Last November, Brazil adopted a new constitution which prohibits foreign 
enterprises from establishing new extractive ventures as sole or majority owners. They may only enter the 
industry as minority shareholders with Brazilian partners. Foreign investors already established in Brazil 
have four years during which to comply with the new law. Some foreign investors already have Brazilian 
partners and are prepared to continue operating under the new law. Other companies, particularly those 
with no previous Brazilian links, have adopted a more cautious attitude, especially since the constitution is 
scheduled to be reviewed in 1992 and presidential elections this year may bring more policy changes. 


Energy 


Petroleum production in 1988 averaged 577,000 barrels per day (B/D), 2 percent below 1987 levels. 
Apparent consumption averaged 1.12 million B/D. Production was hampered by fire early in the year which 
damaged an important offshore platform. A work stoppage in November further slowed production. 
Production from the damaged offshore platform will resume in mid-1989, but the system will not be fully 
repaired for several years. Production is expected to reach 700,000 B/D by the end of 1989. For the longer 
term, Brazil hopes to produce 1 million B/D by 1993, if additional investment funds can be found. 


Although 75 percent of the new cars and light utility vehicles sold last year are fueled by pure alcohol, the 
alcohol program appears to have reached a plateau with the production of about 11.5 billion liters per year. 
In January 1989 the government nearly eliminated alcohol fuel’s pricing advantage to reduce subsidy costs 
and to encourage greater use of gasoline which was in surplus. In March, faced with a possible alcohol 
shortage caused by sugar cane production problems, the government began considering proposals to reduce 
the amount of alcohol added to gasoline from 22 to 18 percent or less. 


While the supply of electricity seems adequate for the next few years, without the construction of additional 
power plants, Brazil probably faces a shortage of electricity in the industrial southeast and in the north by 
the mid-1990s. The construction of additional generating capacity has been hampered by a shortage of 


investment funds and, in some cases, opposition on ecological grounds to the construction of hydroelectric 
plants. 


Implications for the United States 


Investment Policy: Investors in Brazil should become familiar with the registration procedures for new 
capital and other Brazilian foreign investment restrictions and prohibitions. Details can be found in the U.S. 
Department of Commerce (USDOC) publication, "Marketing in Brazil," available from any USDOC district 
office or from the Publications Distribution Office (Tel. 202-377-5494). The Brazilian Government’s 1988 


announcement of a "New Industrial Policy," signifying a more open economy and movement away from the 
import substitution model, has produced few changes to date. 


Investors should also be aware that the new Brazilian constitution contains changes likely to affect some 
investment, such as further restrictions against foreign capital in petroleum and minerals exploration, health 
care, chemicals, biotechnology, and new materials. Due to the great need for new capital in infrastructure, 
particularly electricity generation and transmission, some investment rules may be eased. These might 
include foreign ownership of power plants, with buyback provisions over a set period. 


Experienced investors in Brazil, particularly multinational corporations, have participated in the official 
government authorized auction of debt-equity instruments in the stock exchanges and have converted 
matured debt through informal debt swap mechanisms. Debt swap auctions have yielded discounts off the 
face-value of the matured debt of between 18 and 50 percent. 
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For an aggressive investor willing to wait for long-term gains or seeking bargains in the current climate of 
uncertainty, Brazil warrants a closer look because of its very large domestic market, high per capita income 
relative to the rest of South America, and installed industrial base and services industries. 


Import Policy: U.S. exports to Brazil rose 6.2 percent in 1988 as compared with 1987, for a total of $4.3 
billion. Early figures for 1989 suggest that U.S. exports should reach $4.8 billion this year, but detailed 
comparisons with 1988 could give false results since the United States now has switched from FOB to CIF 
reporting of exports. Total Brazilian imports should reach $19.5 billion in 1989, assuming that the Brazilian 


Government continues efforts to gradually increase imports of capital goods designed to modernize Brazilian 
industry. 


Best prospects for U.S. exporters include electronic components, electronics production and test equipment, 
medical instruments, process controls, analytical and scientific instruments, mainframe computers and 
peripherals, applications software, telecommunications equipment, metalworking equipment, textile 
machinery, hydroelectric and thermoelectric equipment, tourism services to the United States, oil and gas 
field equipment, and printing and graphics art equipment. 


The U.S. and the Foreign Commercial Service has planned trade promotion events in most of these sectors 
in 1989 through 1990 and has prepared market research to assist U.S. exporters planning entry strategies 


or market expansion in Brazil. Details may be obtained from the nearest USDOC district office or USDOC 
in Washington, D.C. (Tel. 202-377-3871). 
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Nashville—Suite 1114, Parkway Towers, 404 
James Robertson Parkway, 37219-1505, 
(615) 736-5161 

e Memphis—The Falls Building, Suite 200, 22 
North Front St., 38103, (901) 521-4137 
TEXAS 

* Dallas—Rm. 7A5, 1100 Commerce St., 
75242, (214) 767-0542 

¢ Austin— P.O. Box 12728, Capitol Station, 
78711, (512) 472-5059 

Houston—2625 Fed. Courthouse, 515 Rusk 
St., 77002, (713) 229-2578 

UTAH 

Salt Lake City—Rm. 340 U.S. Courthouse, 
350 S. Main St., 84101, (801) 524-5116 
VERMONT 

Serviced by Boston District Office 
VIRGINIA 

Richmond— 8010 Fed. Bldg., 400 North 8th 
St., 23240, (804) 771-2246 

WASHINGTON 

Seattle—3131 Elliott Ave., Suite 290, 98121, 
(206) 442-5616 

e Spokane—P.O. Box 2170, 99210, (509) 
456-4557 

WEST VIRGINIA 

Charleston—3309 Fed. Bidg., 500 Quarrier 
St., 25301, (304) 347-5123 

WISCONSIN 

Milwaukee—Fed. Bldg., U.S. Courthouse, 
517 E. Wisc. Ave., 53202, (414) 291-3473 
WYOMING 

Serviced by Denver District Office 
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MORE THAN A MAGAZINE 


Business America, first published 

by the State Department under 

another name in October 1880, is 

the oldest U.S. Government magazine. 

After more than a hundred years of continu- 
ous publication, Business America still has the 
same mission: to help American companies sell 
their products overseas. 


Each issue of Business America has: 
* trade leads %* marketing advice * export tips * success stories *x and more. 


The magazine that has been read by generations of American exporters 
since 1880 can help your company export today. 


Business America is more than a magazine. Business America is your tool for exporting. 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
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Please enter my subscription to BUSINESS AMERICA (CRTD) at $40.00 per year. | For office Use Only 
(Add $10.00 for other than U.S. mailing). Allow 6 weeks for delivery. | Quantity Charges 
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